Selected Financial Data (cont.)

(In thousands, except per share data)

YearEndedDicember3d), 000
1987(1) 1068 1989 1990 191
Statement of Operations Data:
Sales $ 258 $ 1,383 $ 6017 3 14770 $ 18,748
Cost of sales 252 1.021 - 4012 __ 10123 11563
Cross profit 6 362 2,005 4,647 7,185
Operating expenses:
Research and development 1,060 2,750 2,714 2,835 1,963
Marketing, general and
administrative 1,343 4,348 6,976 10,654 10,640
Charge for purchase of
in-process research and
development 856 = = . = -
Total operating expenses ____ 3258 71008 9,690 134 12603
Operating loas (3,252) (6,736) (7,685) (8,842) (5,418)
Interest income 123 281 421 1,181 433
Contract settlement = - - 687 -
Net loes $ (3,129) §$ (6455 $ (7264) $ (6974) $ (4,985
Loss per common share(2) $ (1.01) $ (1.21) $ 1.02) $ (0.71) $ (0.50)
Weighted average shares )
outstanding(2) 3,112 5,343 7,121 9,760 9,927
Balance 3heet Data:
Working capital $ 2,506 $ 3,982 $21,163 $13,556 '$13,5654
Total assets 4,349 7,459 27,181 22,269 22991
Total stockholders’ equity 3,758 6,266 25,524 18,925 15,965

(1)

(2)

Statement of operations data is for the period from March 10, 1987 (inception) thmugb December 31, 1987.
Summarized operating results for the Predecessor for the period from January 1, 1987 through March 18,
1987, are as follows (in thousands):

Sales $252
Cost of sales $130
Orerating expenses $186
Net loss $ 64

The Company completed an initial public offering in November, 1983, in connection with which all
outstanding shares of Preferred Stock were converted into shares of Common Stock. For periods prior (o the
initial public offeri .g, the number of shares used in the calculation of net loas per share is computed as if all of
the outatanding shares of Preferrad Stock, including shares issued as stoc’: dividends on the Preferred Stock,
were converted into Common Stock. The number of shares used in the calcu’ation of net loss per share
further assumea no exercise of outstanding employee stcck options, except for certain antidilutive stock
options with respect to 224,400 shares of Common Stock granted in March, 1989, the exercise of which has
been assumed. Utilizing the treasury stock niethod of computing the weighted average number of shares,
the assumed exercise of the options granted in March, 1989, results in a net increase of 62,487 shares in the
weighted average number of shares presented for the periods ending December 31, 1987 anc. 1988, a net
increase of 63,563 shares for the period ending December 31, 1989, a net increase of 70,263 shares for the
period ending December 31, 1990, and a net increase of 62,520 shares for the period ending Dec2mber 31,
1991. Share and per share amounts for all periods presented have been adjusted to reflect the Company’s
February 1932 three for two Common Stock split. See Note 1 to consolidated financiul statements included
elsewhere herein.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of

Operations
OVERVIEW

The Company’s financial results are characterized by an increasing world-wide demand
for products and services involving radio frequency electronic identification technology in the
transportation industry. From inception, the Company's sales have ateadily risen as sales
volumes have increased resulting from acceptance of the Company’s technology by large scale end
users and industry standard setting bodies, aided by an expanding network of distributors and
dealers. The Company’s products and services include proprietary manufactured RFID products,
third party equipment, related installation, maintenance and training services and new product
develovment contracts. Gross profit margins realized on the Company’s sales may be affected by
the relative sales mix from orn> period to «nother. Margins on the Company's proprietary
manufactured products are generally higher thar those realized from sales of other equipment
and services. The Company generally markets its products through distributors and dealers;
however in certain circumstances, direct end user sales are made which may result in higher
margins in individual! cases.

Significart expenditures have been incurred for product research and development, for
marketing efforts to ostablish the Company's technology as the leading identification technology
in its targeted markets and generally to build an organization to facilitate the management of the
Company’s anticipated growth. Sales volumes have not yet reached a level required to support
theze operating expenses and tc achieve marufacturing economies of scale necessary to obtain
normal margins and profitability.

The Acssociatinn of American Railroads has made its previously voluntary standard on
automatic equipment identification mandatory as of early 1992. This standard, which is based on
the Company’s radio frequency product line, is expected to have a positive effect on the Company’s
revenue growth. See “Industry Standards.”

RESULTS OF OPERATIONS
Comparison of the Year Ended December 31, 1990 to the Year ended December 31, 1991

Sales — The increase in sales of $3,978,000 or 27% is primarily attributable to an increase is
the sales volume of the Company's proprietary manufactured products. Also contributing to the
increase was further product sales and installation of an electronic toll collection system on a
statewide turnpike system, and increased operations at the Dallas North Tollway system.

Cost of Sales and Gross Profit — Gross profit as a percentage of sales increased from 31% in
1990 to 38% in 1991. This in :ase was primarily due to increased sales of the Company’s
proprietary manufactured prodtcts and, to a lesser extent, the manufacturing economies of scale
gained from increased production volumes.

Research & Development — Research and development expenditures decreased by 2% from
$4,834,000 in 1990 to $4,762,000 in 1991, primarily attributable to a reduction of profzssional and
consulting fees from $451,000 in 1990 to $81,000 in 1991 due to the reduced requirement for outside
consultants on the current year’s projects in connection with customer contracts for new procucts,
and general cost controls. This decrease was partially offset by an increase in research tools and
supplies consumed from $586,000 in 1990 to $811,000 in 1991. Research and development
expenditures of $2,305,000 in 1990 and $2,798,000 in 1991 were included in cost of sales pursuant to
customer contracts, wliich includes expenditures of $2,705,000 in 1990 and $1,946,000 in 1991
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relating specifically to certain research and development arrangements with customers for new
yroducts.

Marketing, General and Administrative — In the aggregate, marketing, general and
adminisi-ative expenses decreased from $10,654,000 in 1990 to $10,640,000 in 1991. Employee
compensation expenses rose from $4,772,000 in 1990 to $5,416,000 in 1991 partly due to the full year
effect in 1991 of the 1390 expnnsion of (.e sules and support office in Paris, France (Amtech SARL)
and opening of a sales and support .ffice in Eindhoven, The Netherlands. Also, employment
contracts with certhin executive officers provided for increases in their 1991 salaries over 1930
amounts. Occupancy costs increased fiom $537,000 in 1990 to $896,000 in 1991 as a result of the
expiration cf the Company’s lease and relocation to other, expanded corporate facilities in
Novembr 17 9. The European sales and support offices helped reduce the requirements for
international travel leading to a decrease in travel and entertainment expenses from $1,241,000 in
1990 to $925,000 in 1991. Professional and consulting fees decreased from $941,000 in 1990 to
$684,020 due 1o overall cnst controls and Company personne} administering more of the Company’s

requirements.

The transfer of Amtech SAFL’s operations to the Alcatel Amtech S.A. joint venture coupled
with the related consonlidation into Alcate]l Amtech S A. of the ectivity of the cales and support office
in Eindhoven, The Netherlands in early 1992 will produce a downward effect on 1992 marketing,
genreral and administrative expenses. Additionally, employment contracts with certain retiring
executive officers have heen replaced with consulting coutracts at reduced levele of compensation.

Interest and Other Income — Interest income decreased 53% from $1,181,000 in 1990 to
$433,000 in 1991 primarily resulting from the reduction in cash available for investment during
most of 1991 coupled with an uverall decline in the interest rates earned on short-term money
market funds.

Other incume in 1990 included a non-recurring $687,000 compensatory payment made by the
government of Norway as a result of its cancellation of the Company’s contract with an entity
owned by the City of Oslo. The proceeds reimbursed the Company for costs incurred in bidding on
and preparing to implement the contract.

Comparison of the Year Ended December 31, 1989 to the Year ended December 31, 199

Sales — Sales increased by 145% from $6,017,000 in 1989 to $14,770,000 in 1990. Sales in 1989
included further shipments of a toll collection system tnat began in late 1988, installation of a
project site system for an intermodal application, new product development contracts, and
delivery of additional evaluation systems to approximately 30 customers. Sales in 1990 included
the sale of a turnkey automatic vehicle identification system at a major U.S. airport, an electronic
toll collection syscem on a statewide turnpike system, additional new product develupment
contracts, and increased activity from a full year of operations at the Dellas North Tollway
system.

Cost of Sales and Gross Profit — Gross profit as a percentage of sales decreased from 33% in
1989 to 31% in 1990, primarily due to several lower margin engineering and market development
contracts. Additionally, even though the aggregate sales of the Company’s proprietary products
increased from 1989 to 1990, these sales decreased in their relative proportion to total sales partly
because of significant revenues realized from systems integration services and new product
develcpment contracts. This decrease in the gross profit margin was partially offset by certain
large scale turnkey comraercial installations and to a lesser extent the manufacturing economies
of scale gained from increased production vclumes.

-15-



Research & Development — Research and development expenditures increased 36% Som——m
$3,563,000 in 1989 to $4,854,000 in 1990, primarily attributable to an increase in employees=ee
compensation expense from $2,306,000 in 1989 to $2,798,000 in 1990. The number of research anwsend
development personnel increased to meet market demands for new products and enhancements imx=_1n
addition to the manpower required to support specific customer product development contracts. The=zne
increase in the activily associated with these new preduct development contracts also contributed tos=10
an increase in expenditures for research tools and supplies from $344,000 in 1989 to $586,000 im=—1n
1990. Research and development expenditures of $849,000 in 1989 and $2,305,000 in 1990 werssmsre
included in cost of sales pursuant to contracts with customers for new products.

Marketing, General and Administrative — Marketing, general and administrativemeve
expenses increased 53% from $6,976,000 in 1989 to $10,654,000 in 1990. The Company continued imec=1n
1990 to build its marketing, general and administrative functions to support anticipated futursssuore
growth. Employee compensation expenses increased from $3,294,000 in 1989 to $4,772,000 in 1996&=30,
primarily as a result of the addition of personnel, including the expansion of the sales and supporsssoTt
office in Paris, France, and the opening of a sales and mupport office in Eindhoven, THe==ne
Netherlands. Also contributing to the increase in emp. yee compensation expenses wermesre
employment contracts with certain executive officers that provided for increases in their previoumssssus
salaries. Travel and entertainment expenses, which include costs associated with representatiomsaon
at trade shows and demonstration and marketing of the Company's products to prospectivas=rve
domestic and international customers and distributors, increased from $781,000 in 1989 tr— 1¢
$1,241,000 in 1990. Also contributing to the increase was occupancy costs, which increased fror==om
$324,000 in 1989 to $537,000 in 1930 ac a resuit of the expiration of the Company’s leas< amez==nd
relocation to other, expanded corporate facilities in November 1990 and the costs related to thmssne
foreign sales and support offices.

Interest and Other Income — Interest income increased 181% from $421,000 in 1989+ twssr=to
$1,181,000 in 1990 primarily as a result of additional short-term investments made using
received from the Company’s initial public offzring in November 1989.

Other income in 1990 includes a $687,000 compensatory payment m~de by the governmentmtand
Norway as a result of its cancellation of the Company’s contract with an entity owned by the City-wsmsrof
Oslo. The proceeds reimbursed the Company for costs incurred in bidding on and preparing-tms-to
implement the contract.

LIQUIDITY AND CAPITAL RESOURCES

The Company satisfied its liquidity needs during 1991 principally from cash on hand atttmssthe
beginning of the year, reduction in accounts receivable, the receipt of approximately $6,000,00085#9-in
conjunction with the formation of the Alcatel Amtech S.A. joint venture (see Note 11 to thmmmthe
Company’s Consolidated Financial Statements) and the exercise of employee stock options.

The Company expects to invest approximately 3,000,000 in 1992 for capital expenditures, tizs=the
majority of which will be incurred for additional automated production equipment which veameawil
increase manufacturing capacity to meet expected production requirements, particularlyfesr=for
anticipated rail tag demand resulting from the AAR mandatory standard. There weresree n:
significant commitments for capital expenditures as of December 31, 1991.

At December 31, 1991, working capital of $13,554,000 remained relatively unchanged=ssss a<
compared to December 31, 1990. Additionally, the Company expects to receive an addstiomsssons.
$2,060,000 in 1992 pursuant to the Alcatel Amtech S.A. joint venture agreement, upen- tizsthe
Company’s completion of certain new product development work. The Company believes th==ztha-
revenues from operations, together with existing liquid assets and available sources of financrsssemg
will be sufficient to fund the Company’s 1992 working capital requirements.
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item 8. Financial Statements and Supplementary Data

The information required by this item begins on page F-1 hereof.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial

Disclosure
None.
PART I
Item 10. Directors and Executive Officers

The information regarding directors and executive officers set forh under “Management --
Directors and Executive Officers” in the Company’s 1992 Proxy Statement to be filed with the
Securities and Exchange Commission is incorporated herein by reference pursuant to General
Instruction G(3) to Form 10-K.

Item 11. Executive Coanpensation

The information regarding compensation of directors and executive officers set forth under
"Management - Compensation of Executive Officers and Directors” and "Management -
Employee Benefit Plans” in the Company's 1992 Proxy Statement to be filed with the Securities and
Exchange Commission is incorporated herein by reference pursuant to General Instruction G(3) to
Form 10-K.

Item 12, Security Ownership of Certain Beneficial Owners and Managem<nt

The information regarding secvrity ownershxp of certain beneficial owners and
management set forth under,Principal Shareholders” in the Company's 1992 Proxy Statement to
be filed wich the Securities and Exchange Commission is incorporated herein by reference
pursuant to General Instruction G(3) to Form 10-K.

Item 18. Certain Relationships and Related Transactions
The information regarding certain relationships and related transactions set forth under
"Management - Transactions with Management and Related Parties” in the Company's 1992

Proxy Statement to be filed with the Securities and Exchange Commission is incorporated herein
by reference pursuant to General Instruction G(3) to Form 10-K.
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PART IV

Item 14. Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a)l Financial statements - Sae Index {0 Consolidated Financial Statements on page F-1
hereof.

(a)2 Financial statement schedules.

Schedules are omitted because of the absence of tha conditions under whaich they are required
or because the information required is included in the consolidated financial statements or notes

thereto.
(a)3 Exhibits.
Exhibit N D ipti

3.1 --  Articles of Incorporation of the Company, together with all amendments
thereto. Filed under exhibit number 3.1 in the Company’s Registration
Statement on Form S-1 (Commission No. 33-31209) and incorporated herein
by reference.

3.2 --  Restated Bylaws of the Company, as amended.

4.1 --  Specimen Certificate for Common Stock of the Company. Filed under exhibit
number 4.1 in the Company’s Registration Statement on Form S-1
(Commission No. 33-31209) and incorporated herein by reference.

9.1 --  Form of Shareholders Voting Agreement and Irrevocable Proxy entered into
by and among David P. Cook, Kenneth W. Anderson, H. Ross Perot, J.
Michael Poss, Walter Brothers, John T. Walker, Jr., American President
Companies, Ltd., Mitsubishi Corporation and Mitsubishi International
Corporation. Filed under exhibit number 9.1 in the Company’s Registration
Statement nn Form S-1 (Commission Nu. 33-31209) and incorporated herein
by reference.

10.1 --  License Agreement dated March 31, 1989 by aud between the Company and
Amtech Logistica Corporation. Filed under exhibit 10.35 in the Company’s
Registration Statement on Form S-1 (Commission No. 33-81209) and
incorporated herein by reference.

10.2 --  Joint Venture Agreement dated as of October 1, 1991, between the Company
and Alcatel AVI S.A. Filed under exhibit number 2.1 in the Company’s
Quarterly Report on Form 10-Q for the quarterly period ended September 30,
1991 and incorporated herein by reference.

10.3 --  AVI-2 Manufacturing, Distribution and Technology License Agreement,
dated as of October 10, 1991, between the Company and Alcatel Amtech S.A.
Filed under exhibit number 2.2 in the Company’s Quarterly Report on Form
10-Q for the quarterly period ended September 30, 1991 and incorporated
herein by reference.

10.4 --  ISO Manufacturing, Distribution and Technolegy License Agreement, dated
as of October 10, 1991, between the Company and Alcatel Amtech S.A. Tiled
under exhibit number 2.3 in the Company’s Quarterly Report on Form 10-Q
for the quarterly period ended September 30, 1991 and incorporated herein by
reference.

105 -~  Limited Guaranty Agreement, dated as of October 30, 1991, between the
Company and Alcatel AVI S.A. Filed under exhibit number 2.4 in the
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10.6

10.7

108

10.9

10.10
10.11
10.12
10.13
10.14
10.156
10.16
22.1

24.1

25.1

(b)

Company’s Quarterly Report on Form 10-Q for the quarterly period ended
September 30, 1991 and incorporated herein by reference.

1988 Stock Option Plan of the Company. Filed under exhkibit number 10.44 in
the Company’s Registration Statement on Form S-1 (Commission No. 33-
31209) and incorporated herein by reference.

1989 Stock Option Plan of the Company. Filed under exhibii number 10.45 in
the Company’s Rogistration Statement on Form S-1 (Commission No. 33-
3120%) and incorporated herein by reference.

1990 Stock Option Plan of the Company. Filed under Appendix A in the
Company’s Proxy Statement for Annual Meeting of Shareholders on May 24,
1990 and incorporated herein by reference.

401 (k) Retirement Plan of the Company. Filed under exhibit number 10.46 in
the Company’s Registration Statement on Form S-1 (Commission No. 33-
31209) and incorporated herein by reference.

Amended Employment Agreement dated January 1, 1991 by and between the
Company and G. Russell Mortenson.

Amendment to Employment Agreement dated January 10, 1992 by and
between the Company and G. Russell Mortenson.

Employment Agreeiner.t dated August 1, 1950 by and between the Company
and Jeremy A. Landt.

Employment Agreement dat~d August 6, 1991 by an between the Company
and Steve M. York.

Employment Agreement dated August 1, 1990 by and beiween the Company
and William D. Powers.

Consulting agreement dated November 7, 1991 by aud between the Company
and Michael R. Corboy.

Consulting agrecment dated November 7, 1991 by and between tiie Company
and Kenneth W. Anderson.

Subsidiaries of the Company.

Coasent of Independent Auditors.

Power of attorney (included on page 20 of this Annual Report on Form 10-K).

Reports on Form 8-K

None were filed during the fiscal quarter ending December 31, 1991.



SIGNATURES

Pursuant to the requirements of Section 18 or 15(d) of the Securities Exchange Art of 1834, the
registrant has duly caused this report to be signed on its bei:alf by the undersigned, the.eunto duly
authorized, in the City of Dallas, State of Texas on February 25, 1992,

AMTECH CORPORATION

By. ____ /a/SteveM. York
Steve M. York
Vice President, Chief Financial
Officer and Treasurer

POWER OF ATTORNEY

W th: undersigned, directors and officers of Amtech Corporation (the "Company”), do
hereby severally consticute and appoint G. Russell Mortenson and Steve M. York and each or
eithe r of them, our true and lawful attorneys and agents, with full power of substitution and
resubstitution, for him and in his name, place and stead, in any and all capacities, to sign any
and all amendments to the Company's Annual Report on Form 10-K for the fiscal year ended
Dece er 31, 1991, and to file the seme with all exhibits thereto, and all other documents in
connection therewith, with the Securities and Exchange Commission, granting unto said
attorneys and agents, and each or either of them, full power and authority to do and perform each
and every act and thing requisite and necessary to be dore, as fully to all intents and purposes as
he might or could do in person, hereby ratifying and confirming all that said attorneys and
agents, and each of them, or his substitute or substitutes, may lawfully do or cause to be done by
virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been
signed below by the following persons on behalf of the registrant and in the capacities and on the
dates indicated.

Signature Title Date

President, Chief Executive February 25, 1952
(G. Russell Mortenson) Officer and Director
(Principal Executive Officer)

Vice President, Chief February 25, 1992
(Steve M. York) Financial Officer, and
Treasurer (Principal

Financial and Accounting
Officer)
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(Kenneth W. Anderson)

(Michael R. Corboy)

—— Js/{KexIchiKubota

(Ken-Ichi Kubota)

(Jeremy A. Landt)

[s/JamesS, Marston

(James S. Marston)

Director

Director

Director

Diractor

Director
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February 25, 1992

February 25, 1292

February 25, 1992

February 25, 1992

February 25, 1992
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The Board of Directors and Stockhclders
A.ntech Corpuration

We have avdited the accompanying consolidated balance shects of Amtech Corporation as of
December 31, 1991 and 1990, and the relaied consolidated statements of operations, stock-
holders’ equity, and cash flows for each of the three years in the period ended December 31,
1991. These financial statements are the responsibility of the Company’s management. Our
vesponsibility is to cxpress an opinion or these financial starements based on our audits.

We conducted cur audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts ard disclosures in the financial
etatements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statemeut presenta-
tion. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consuvlidared financial statements referred to above present fairly, in all
material respects, the consolidated financial position of Amtech Corporation at December 31,

1991 and 1990, and the consolidated results of its operations and its cash flows for each of the
three years in the period ended December 31, 1991, in conformity with generally accepted

accounting principles.
w 9 ?' “““7

ERNST & YOUL.IG

Dallas, Texas
February 7, 1992

.
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AtaTcCH CORPORATION

"o A, "CONSOLIDATED BALANCE SHEETS

December 31, 1991 and 1990
—
ASSETS 1991 1890
Current asseis:
Cash and short-term iavestments $ 11,964,000 $ 7,459,000
Accoun:s receivable, net of allowance for 2,123,000 5.815,000
doubtful accounts of $152,000 in 1991
and $110,000 in 1990 (Note 11)
Inventories (Note 2) 3,677,000 3.487,000
Prepaid expenses 107,000 139,000
Total current assets 17,871,000 16,900,000
Equipment and improvements, at cost (Note 3) 1,481,000 6,463,000
Accumulated depreciation (3,198.000) (1,953,000)
4,283,000 4,510,000
Other assets —_— 37,000 —_— 850,000
$  22991.000 __8 22,269,000
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AMTECH CORPORAIION

CONSOLIDATED. BALARCE SHEETS (Cantinuod)a-* )i -

Decemnber 31, 1991 and 1990

LIABILITIES AND STOCKHOLDERS’ SQUITY ___1991 1990
Current Eabilities:
Accounts payable $ 935,000 $ 893,000
Accrued expenses 1,685,000 1,238,000
Customer advance payments 1,697,600 1,213,000
Total current liabilities 4,317,000 3,344,000
Deferred license revenues (Note 11) 2,709,000 -
Commitments (Notes 7 and ”‘}’l)

Stockholders’ equity (Notes 1 and 5):
Preferred stock, ¢} par value, 10,000,000

shares authorized; none outstanding - -
Common stock, $.01 par value,

30,000,000 shares authorized; shares

issued and outstanding: 10,138,515

in 1991 and 9,727,049 in 1990 101,000 97,000
Additional paid-in capital 44,671,060 42,650,000
Accuniulated deficit (28,807,000) (23,822,000)

Total stockholders’ cquity 15.965.000 - 18,925,000

22,991,000 $ __22.269.000
See accompanying notes.




AMTECH CORPORATION
' CONSOLMIDYATED STATEMENTS QF OPERATIONS

Years ended December 31, 1991, 1990 and 1989

- - P
1991 1990 1989
Sales Note 8) $ 18,748,000 § 14,770,000 $ 6,017,000
Operating costs and expenses:
Cost of sales 11,563,000 10,123,000 4,012,060
Research and development ! 363,000 2,835,000 2,714,600
Marketing, general and administrative 10,640,000 10,654,000 6,976,000
24,166 000 23 112,000 13,702,000
Opersting loss (5,413,000) (8,842,000) (7,685,000)
Giher income:
Interest 433,000 1,181.000 421,000
Contract settlement (Note 9) - 687,000 -
433,000 1,868,000 421,000
T
Net fass $ (49850000 § (69740000 § _ (7.264.000)
Loss per share (Note 1) s (0.50) $ 01 $__ (132)
Weighted average shares outstanding 9,926,940 9,759,515 . 5,517,680
Pro forma lcas per share (Note 1) NA NA § (1.02)
Pro forma weighted averas- shares outstanding NA NA 1487
See accompanying notes.
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Balance, December 31, 1968
Tesuance of stock dividends
Lssuance of stack for cash

Conversion of preferved stock
10 common ctck

Initial public offerins of
common sthock, »et of
offering coms (Note 5)

Net loss

Balance, December 31, 198,

Exercise of stock options
for cash (Note 5)

Net loss
Balance, December 31, 1990

Exercise of stock options
for cash {Note §)

Net los

§ AMTECH CORPORATION

Year's ended December 31, 1991, 1990 and 1989

CONSOLIDATED. STATEMENTS, OF STOCKHOLDERS® EQUITY

’

Additionsl Tolal

Preferred stock

Serles A Series B Series C Common sfocs paid-ie Accomulzied  ciockholders’

Sharvs Amowsl Shares Amoust Shares Amoust Shares Amount capital deficlt squity
459334 & 489,000 $0916 $ 51,000 50916 $ 51,000 1,583,014 $ 4,000 § 15213000 § (9.584.000) § 6,266,000
26,102 26,000 3455 3,000 3,455 3,000 - - (32,000) - -
- - 35,633 36,000 35,633 35,000 628.960 6,000 4,522,000 - 5,000,000
(515,476) (515,000) (90,004) (90,000) (90,004) (9,000) 1,569,138 17,000 672,000 - -
- - - - - - 2,760,000 27,000 21,495,000 - 522,000
- - - - - - -, - - (1264,000)  (7.264,000)

- - - - - - 9,641,132 E 96,000  42,276000  (16,818000) 25,524,000

- ? - - - - 85,917 1,000 374,900 - 375,000
- . ¥ - - - - - - - (6,974,000)  (6,974,000)

- - - - - - 9,721,549 97,000 42,650,000 (23,822,000) 18,925,000

- - - - - - 411,460 ¢,000 2,021,000 - 2,005,000
- - - - - - - - - (4985,000) (4,965,000
- $ - - 3 - - § - 10,138,515 L 101, § 4671000 § (3A07,000) § 15.965,000
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AMTECH CORPORATION

CONSOLIDATED STATEMENTS OF CASH A

Years ended December 31, 1991, 1990 and 1985

1991 19S50 1989
Cash flows from operating activities:
Net Joss $ (4.985,000) ¥ (6,974,000) 3 +7,264,000)
Adjustments to reconcile net less 1o net cash
from operating activities:
Depreciation and amortization 1,488,000 1,140,000 ..7,000
Change in assets and Eabilities:
(Incresse) decrease in accounts receivable 3,692,000 (% 273,000 (837,900,
Increase in inventories (19" ,000) (1,782,000) (F21,000)
(Increase) decrease in prepaid expenscs 12,000 (68,000) (35,000)
Decrease in other assets 104,000 135,100 -
Increase in current Liabilities 973,000 1,677,000 474,60
Increase in deferred license revenues 2,709,000 - -
Total adjustments 8,318,000 (2,871,000) (522,0)
Net cash provided (used) by operating activities 3,823,000 {9,845,000) (7,786,000)
Cash fiows from investing setivities:
Capital expenditures:
qullp' went and improvements (1 vm’m) (l”vm) (2,“3,“)
Other assets (2130000 (385,000) (316,000)
Net cash used by investing activities (1,343,000) (2,283,000) (2,784,000)
Cash flows from financing activities:
of common stock - - 21,522,000
Net proceeds from other issuances of
common and preferred stock 2,025,067 375,000 5,000,000
Net cash provided by finaneing activities 2,025,690 375,000 26,522,000
Incresse (decrease) in cash and siort-term investments 4,505,:00 (11,753,000) 15,952,000
Cash and short-term investments, beginning of period _ 1,459,000 19,212 000 3,260,000
Cash and short-term investments, erd of period 3 il ,966,00(3 $ 7,459,000 § 19,212,050
See accompanying notes.




AMTECH CORPORATION

1. Swm:cmr = 'significant accounting policies

Consolidation - The consolidated financiz! suiemeots include the acerunts of the Lompany and its whelly ovned
subrid.aries. Intercompuny balances and transactious have been eliminated. Investmenis in euity invcstoes are accoun‘sd

for using the equity method of accounting.
Invontoriss - Inventorie: are atated at the lower of coet {first-in, first-out) or market.

Dopreciation and amorti-ation - Deprecist'on of equip.nent and improvements is provided using the Jtraight-
Yine method over wstimated useful Lives canging from five to seven years.

Lmortize*ion of software is provider' using the straight-line method over a period of five -=ars.

Amortization of pa‘+ts is provided on the straight-line basis over their remainit  statutory lives. These Lves runge froa
ten to fiftec, years.

Amortization ¢ goodwill is provided on the straight-line basis over a period of tweaty-f.ve ycars.

Re\ .nue recognition - Gen. rally, sales are recorded whea products are vhipped of .ervices are rendered. Sales
undor research and development and construction-type contracts are recordsd as costs are incurred and include estimated
profits calcula:od on the basis of the relationship between costs incurred and total estimated costs (cvst-to-cost type of
percentage-of-completion metliod of sccounting). In the period in which it is deicrmined that a Joss will resalt from the
performance of a .ontract, the entive amount of the estimated ultimate loss is charged apuinst income.

Research an! development arrangements - The Company entersinto contracie v perfornt “ertain ressarch
and development for others. Ingener <!, these contracts provide for aninitial period of pretotype design, followed by further
development and product engineering as required to produce preproduction prtotypes. The Company recognised cos: of
sales of $1,946,000, $2 105,000 and $849,000 for research and development contracts :n 1991, 1990 and 1989, res; ectively.

Statements of cash flows - The Company’s short-terin investments, primarily money market funds, have
maturities of three mouths or less at the date of purchase and are considered cash equiva’.ats i ths accompa-ving
consoliiated statements of cash fow..

Loss p-sr share - The computation of loss per share is based on the weighted av:rage number ¢. outstanding .ommon
shares. Additionally. in accordance with regulations of the Securities and Exchange Commissi. a, antidilutive stack options
granted in Marck, 1989, areincluded i- weighted average shares outstanding for all periods presented. Ne: loss usec in the
1589 computation is increased by the effects of preferred stock dividends.

Pro forma loss per share in 1989 assu. :>s all outstanding shares of preferred stock wers cozverted into shares of common
stock since the date of their issuance.
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Segment data - The Company operates in one industry segment, the designing, manufactusing and marketing of
hardware and software products based on radio frequency electronic identification technology.

Risk concentration - Financial instrumeuts which potentially subject the Company to concentrations of credit risk
are short term cash investments and accounts receivable. The Company placesits short term cash investments in investment
grade, money market funds and limits the amount of credit exposure to any ooe financial institution. The Company sells
products and services to a limited number of customers throughout the world associated with the transportation industry.
The Company continuously evaluates the credit worthiness of its castomers’ ficancial condition and generally doet not
require collateral. The Company’s allowance for doubtful accounts is based on current market conditions and losses on
uncollectible accounts have consistrntly been within management's expectations.

Common stock split -ﬂ?&bmnry 1992, the Company effected a three for two split of its commoa stock in the form
of a stock dividend. Share and per share ansounts for all periods presented have been adiusted to reflect this stock split.

2. |nventories

Inventoiies consist of the following:

December 31
1991 1990
Raw materials $ 1,528,000 $ 1,500,000
Waok in process 1,334,000 1,426,000
Finished goods 815,000 561,000
$ 3,677,000 $ 3,487,000
3. Equipment and improvements
Equipment and improvaments consist of the following:
December 31
1991 _1990
Manufacturing, test and other equipment $ 3,758,000 $ 2,728,000
Computer equipment 2,680,000 2,573,000
Office equipment, furniture and fixtures 638,000 742,000
Other 405,000 420,000

$ 1,481,000 $ 6,463,000
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4. Line of credit

Prior to theinitial public offeringin November, 1989 (Note 5), the Con:~any obtained a bank line of credit up to $2,000,000,
of which $1,000,000 was advanced to the Company. Advances were re -aid upon receipt of the net proceeds of the public
offering. and the line of credit agreement was terminated effeciive Jaauary 1990.

5. Capital stock

initial public offaring - Effective Neveuber 8, 1989, the Company completed its initial public offering by selling
2,400,000 shares of its common stock. On November 21, 1989, the Company sold an additional 360,000 shares upon the
exercise of an over-allotmes:t optiva granted to the underwriters in connection with the initial public offering. Costs
associated with the offering, including discounts yranted 10 undervriters, were aprroximately $2,398,000,

Prefet red stock - Priortothe Company’sinitial public offering, dividends on preferred stock accumnulated quarterly
and were paid in shares of preferred stock, Each share of preferred stock was entitled 10 one vote on amendments to the
Company's articles of incorporation and was conve.tible into 2.3 shares of commou stock at various dates. Effective
November 8, 1985, ir - onjunction with the initisl public ofiering. »z.ch outstanding preferred share was antomatically
converted into conimon stock.

Capitai stock transactions - The Company entered into an agreemert with Mitsubishi Corperation and Mitsubishi
International Corporation (collectively, “Mitsubishi”) whereby the (smpany, in March 1989, sold 10 Mitsubishi 314,480
shares of common stock at $6.25 per share and 35,633 shares of Serics B preferred stock.

The Company entered into an agreement with Arencan President Companies, Ltd. (“APC”) whereby the Company, in
March 1989, sold to APC 314,480 shares of common stock at $6.25 per share 2ud 35,633 shares of Series C preferred stock.

Stock cptions - The Company has non-qualified stock options cutstanding to key empluyees under its 1938, 1989, and
1990 Stock Option Plans. All plans other than the 1990 Plan havebezn terminated as to future grants. Options granted under
these plans are not less than the fair market value at the date of grant, and subject to termination of employment, expire ten
years from date of grant, and are generally exercisabk in annual installments over three to five years.

Additionally, certain options are outstanding resulting from grants by a predeessor Company.

The following is a summary of 1991 transactions in these plans:
Option Price

har Per Share Yotal
Cutstanding 1t December 31, 1990 903,255 $0.06 - § 6.67 $ 4,822,000
Cranted 184,200 $6.67 - $19.17 1,989,000
Cancelled (118,001) $6.25 - § 6.67 (783,000)
Exercised (411,466) $0.06 - $ 6.67 (2,025,000)
Outstanding at December 31, 1991 557.088 $0.06 - $19.17 $ 4,003,000
Exercisable at December 31, 1991 163,164 $0.06 - § 6.67 $ 630,000

At December 31,1991, 81,130 shares were available for future gr=ats under the 1990 Stock Option Plan.
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Income taxes

In 1988, the Company adopted Statement of Financial Accounting Standards No. 96, “Accounting for Income Taxes”
(“SFAS 96™), which requires the liability method of accounting for income taxes. Adoption of SFAS 96 had no significant
impact on the Company’s consolidated financial statements. .o February 1992, the Financicl Accounting Standards Board
issued Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes™ (“SFAS 109”), superceding
SFAS 96, which in certsin circumstances enables increased recording of deferred tax assets. This new pronouncemeat is
effective in 1993, although earlier adoption is encouraged. The Company has not determined the effect of adopting SFAS
109 on the consolidated finarcial statements but expects the immediate favorable impact, if any, will not be material.

AtDecember 31, 1991, the Company had net operating los« ~arryforwards of approximately $27,000,000 for beth financial
reporting and federal income tax purposes, of which approximately $1,800,000 of the federal income tax carryforward will
expire unutilized due to limitations from a change in ownership on March 18, 1987. The tax carryforwards expire beginning
in 1998. There are differences between the federsl income tax and financial statement carryforwards primarily due to
deferred license revenues which have already been included in federal taxable income, the use of accelerated depreciation
methods, and the capitalization of certain costs associated with purchase price allocstions and start-up costs which are oot
currently deductible for federalincome tax purposes. Research credits of $500,000 are also available through 2006 to reduce
future federai income taxes. The Tax Reform Act of 1986 (the “Act™) contains an alternative minimum tax which, if taxable
income is generated in the future, could result in the Corpany's being required to pay federal income taxes and defer
recognition of its net operating loss carryforward over a longer period of time than would have been required under the tax
laws in eifect prior to enactment of the Act.

Commitments

Leases - The Company leases its office and manufacturing facilities. Rental expense for 1991, 1990, and 1989 was
$1,032,000, $599,000, and $403,000, respectively. Approximately $231,000 and $195,000 in office rentals were paid to a
related party in 1990 and 1989, respectively. Certain facility leases have renewal options ranging from one to five years.

Minimum future payments on uperating leases with initial or remaining terms of one year or more at December 31,1991, ar~
as follows:

1992 $ 867,000
1993 714,000
1994 674,000
1995 551,000

1996 —_—
$ 2,806,000

Significant customers. export sales. and foreign operationa

In 1991, the Compauy hzd one unrelated major customer which accounted for approximately 34% of sales. Four related
party customers accounted for approximately 6% of sales. In 1990, the Company had two unrelated major customers which
accounted for approximately 28% and 13% of sales, and three related party customers which accounted for approximately
6% of sales. In 1989, the Company had two major customers, which are also related parties, which accounted for
approximately 209 and 10% oi sales, and three other unrelated major cusiomers which accounted for approximately 13%,
12%, and 11% of sales.

Export sales accounted for approximately 26%, 30%, and 42% of the Company’s sales during the years ended December
31, 1991, 1990, and 1989, respectively.
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Sales by geographic region are summarized as follows:

or the year endad Decenber 31
1991 1990 1989
North America 165 N% 59%
Far East 3 6% 1%
Europe 2]¢ 2% 31%

The Company’s two European marketing and support offices incurred op<rating losses of $1,559,000 and $645,000 in 1991
and 1990, respectively, and accounted for $279,000 of cousolidated assets s .d $93,000 of consolidated liabilities st December

31, 1981. See Note I1.

9. Contract settlement

Other income in 1790 includes a $687,000 compensatory payment inad« by the government of Norway as a result of its
cancellation of the Company’s contract with an ¢ntity owned by the City »f Oslo. The proceeds reimbursed the Company

for costs incurred in bidding on and preparing, to implement the contract.

10. Emplovee benefit plan

The Company has a retirement savings plan structured under Section 401. <) of the Internal Revenue Code. The plan covers
substantially all employees meeting minimum service requirements. Under the plan, contributions are voluntarily made by
employees and the Company may provide matching contribations based on the employees® contributions. The Company
incurred no expense in 1991, $60,000 in 1990 and $27,000 in 1989 for matching contributions relating to this plan.

11. Joint venture

Ip October 1991 the Company entered into a joint venture with Alcatel AVI S.A., a subsidiary of Alcatel N.V. The resulting
company, named Alcatel Amtech S.A. (“AASA™), is owned approximately 51% by Alcatel AVI S.A. and 49% by the
Company. As part of the formation of the joint venture, the Company transferred its shares of Amtech SARL (“SARL"),
formerly a wholly owned European subsidiary of the Company, to AASA.

Pursuant to various agreements between the Company and AASA, the Company received approximately $2,400,000 for
repayment of SARL’s net intercompany advances, approximately $2.800,000 for various msnufacturing license and
marketing license rights, and approximately $650,000 for certuin product development to be provided to AASA. Preceeds
relating to the manufacturing license and marketing license rights are deferred and are being amortized over five years on
astraight line basis. The Company is entitled to receive an additional $2,000,000, to be provided by Aleatel AVI §.A., upon
completion of certain new product development work and up to a further $5,000,000 based on AASA's use of integrated
circuit chips using the Company's proprietary technology. Additionally, Alcatel AVIS.A. hasagreed 10loan AASA specified
amounts (increasing up to approximately $5,500,000 in 1994), if needed for operations, with the Company severally
guaranteeing such borrowings (nom} at December 31, 1991) in a proportion equal to the percentage of its equity ownership
of AASA.

The net assets of SARL at December 31, 1990, approximately $870,000, consisted primarily of working capital (including

accounts receivable, inventories, accounts payable and accrued liabilities), and equipment and improvements. The
Company had accounts receivable from AASA amounting to $585,000 1t December 31, 1991.
o
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Part]

ltem 1. Business
Overview

The Company designs, manufactures, markets and supports a line of hardware and
-oftware products and provides related services involving radio frequency electronic
:denufication ("RFID”) technology. The Company believes its proprietary RFID technology
permits remote automatic identification of and communications with objects such as automobiles
and ran cars at higher speeds. at longer distances, and in more difficult outdoor and industrial
environments than technologies based on optical, magnetic, or other techniques. See
"Technology.” The Company has initially targeted five markets within the transportation and
shipping :ndustries for its RFID products and services: rail transportation, electronic toll and
tra‘fic management, intermodal transportation, vehicle fleet management and access control,
ang ur -eight. See “Industry and Markets.” The Company's strategy is 1o establish its
taochnolo- as the leading electronic identification technology in each of its targeted markets. As
part of this strategy, the Company has encouraged various national and internctional standard
setting organizations to adopt industry standards that are compatible with the Company's
praprietarv RFID technology. See “Industry Standards.” The Company currently markets its
products and services directly and through more than forty domestic and international
distributors, subdistributors and dealers, as a subcontractor on certain projects, and through a
European joint venture.

The Company, a Texas corporation, was incorporated in January 1988 and is the successor in
interest by various merger transactions to a New Mexico corporation of the same name whicn was
incorporated in November 1983. The Company's executive offices are located at 17304 Preston
Road, Building E-100, Dallas, Texas 75252 (telephone (214) 733-6600). The Company has five direct
and indirect wholly owned subsidiaries: Amtech Systems Corporation, Amtech World
Corporstion, AMGT Corporation, Amtech GmbH and Amtech B.V. Unless the context otherwise
requires, all referen~- - herein to the "Company” shall include Amtech Corporation, its wholly
owned subsidiaries, a..a their predecessors.

Technology

RFID technology remotely identifies an object through the use of radio frequency signals
rather than bar codes, magnetic cards, or other means. A small transponder device ("tag™) is
attached to an object, and when that object passes an interrogator ("reader™), an identification code
is retrieved electronically from the tag through a technique referred to as "modulated
backscatter.” Specifically, a radio signal emitted by the reader system prompts the tag to modulate
the signal with a unique code and reflect the modulated signal to the reader at the same frequency.
Each tag may be programmed to carry information concerning the object to which the tag is
attached, which the reader recognizes by identification of the signal when the tag passes the
reader. Data in certain tag types may also be modified dynamically by the reader system using
“read-write” RFID technology. This latter capability is considered important by the Company in
certain electronic toll collection, .raffic management, and rail applications.

The Company believes RFID te~hnology is superior to other forms of automatic identification
technology in a number of respects. Unlike optical and magnetic identification technologies
(such as bar codes and inductive cards), which require that the object to be identified be essentially
stationary and in cloze proximity to the reader, RFID technology permits identifization of objects
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